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indus Waters Treaty 


A Treaty governing the use of the waters of the 
Indus system of rivers was signed on September 19 in 
Karachi by the Prime Minister of India, Jawaharlal 
Nehru, and by the President of Pakistan, Mohammad 
Ayub Khan. The Treaty was signed on behalf of the 
World Bank by Mr. W. A. B. Iliff, Vice President of 
the Bank, in the unavoidable absence of the President 
of the Bank, Mr. Eugene R. Black, who is convalesc- 
ing from a recent illness. 


Simultaneously with the signing of the Indus Waters 
Treaty, an international financial agreement was also 
executed in Karachi by representatives of the Govern- 
ments of Australia, Canada, Germany, New Zealand, 
Pakistan, the United Kingdom, and the United States, 
and of the World Bank. This agreement creates an 
Indus Basin Development Fund of almost $900 million 
to finance the construction of irrigation and other works 
in Pakistan consequential on the Treaty settlement. 
The fund will be financed with the equivalent of about 
$640 million to be provided by the participating Gov- 
ernments, with a contribution of approximately $174 
million payable by India under the Treaty and with 
$80 million out of the proceeds of a World Bank 
loan to Pakistan. 

Signature of the Treaty marks the end of a critical 
and long-standing dispute between India and Pakistan, 
and opens the way to the peaceful use and develop- 
ment of water resources on which depends the liveli- 
hood of some 50 million people in the two countries. 

The sharing of the waters of the Indus system has 
been a matter of dispute for many years. Until the 
subcontinent was partitioned in 1947 between India 
and Pakistan, there were conflicting water claims con- 
tinuously in dispute between the Sind and Punjab 
provinces of undivided India. Partition drew the border 
between India and Pakistan right across the Indus 
system. Pakistan became the downstream riparian, 
and the headworks of two of the main irrigation canals 
in Pakistan were left on the Indian side of the border. 
The sharing of the use of the waters thereupon became 
an international issue, and has since been a principal 
cause of strained relations between India and Pakistan. 

Inspired by an idea which had been elaborated in 
1951 by Mr. David Lilienthal, former Chairman of 
the Tennessee Valley Authority, in an American maga- 
zine article, suggesting that a solution of the dispute 
might be found if Indian and Pakistan technicians 


would together work out a comprehensive engineering 
plan for the development of the waters of the system, 
on a joint basis, and if the World Bank would undertake 
to assist in financing the necessary works, Mr. Eugene 
R. Black proposed to the Governments of the two 
countries that, with the good offices of the Bank, they 
might be able to resolve their differences on the use 
of the Indus waters. His suggestion was accepted in 
March 1952. 


There followed two years of study by a technical 
group consisting of Indian, Pakistan, and World Bank 
engineers, under the direction of General Raymond A. 
Wheeler. The purpose of this study was an endeavor 
to prepare a comprehensive plan for the development, 
on a joint basis, of the water resources of the system. 
But it became apparent that no progress could be made 
toward a settlement until there was agreement on the 
basic issue, namely, how was the use of the waters 
to be divided between the two countries. Accordingly, 
in February 1954, General Wheeler was authorized 
by the Bank management to make a Bank Proposal 
for consideration by the two Governments. 

The elements of the Bank Proposal were as follows: 


(1) the waters of the three Eastern Rivers (Ravi, 
Beas, and Sutlej) should be for the use of 
India; 

(2) the waters of the three Western Rivers (Indus, 
Jhelum, and Chenab) should be for the use 
of Pakistan; 

(3) there should be a transition period, during 
which Pakistan would construct a system of 
link canals to transfer water from the Western 
Rivers to replace the irrigation uses in Paki- 
stan hitherto met from the Eastern Rivers; and 

(4) India should pay the cost of constructing these 
replacement link canals. 


The Bank Proposal was accepted by India, with 
some reservations, as the basis of a settlement. Paki- 
stan, however, felt unable to accept the Proposal un- 
less it underwent substantial amendment, mainly re- 
lated to the inclusion of some reservoir storage in the 
replacement plan to meet irrigation uses in Pakistan 
during the critical periods of short flow supplies. 

There then followed more than four years of dis- 
cussion and negotiation in which the Bank was repre- 
sented by Mr. Iliff, assisted by a small group of 
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technical experts led by General Wheeler. By May 
1959 the main issues standing in the way of a settle- 
ment had crystallized, and Mr. Black and Mr. liiff 
visited New Delhi and Karachi to hold conversations 
with the Prime Minister of India and with the Presi- 
dent of Pakistan. Agreement was reached on the 
general principles on which a treaty should be based, 
including the system of works to be constructed as 
part of the settlement arrangements and the financial 
contribution to be made by India. 

The drafting of the Treaty began in August 1959, 
and entailed further negotiations, under the auspices 
of the World Bank, directed toward securing agree- 
ment on the many complicated technical and financial 
details which had to be specifically incorporated in 
any final document. 

Meanwhile, it had become apparent that the cost 
of financing the system of works in India and in Paki- 
stan, to which the two Governments had agreed as 
one of the features of an acceptable settlement, was 
far beyond the capacity of India and Pakistan to 
meet. The Bank therefore undertook the formulation 
of a plan envisaging financial participation by a num- 
ber of other friendly governments interested in pro- 
moting the orderly economic development of the Indian 
subcontinent, and in bringing about a settlement of the 
dispute. The basis of this participation entailed an 
independent series of negotiations and the preparation 
of the Indus Basin Development Fund Agreement. 

The texts of the Indus Waters Treaty and of the 
Indus Basin Development Fund Agreement 
finally agreed late in August 1960. 

The Preamble to the Treaty recognizes the need 
for “fixing and delimiting in the spirit of goodwill 
and friendship the rights and obligations” of the Gov- 
ernments of India and of Pakistan concerning the use 
of the waters of the Indus River System. 

The Treaty allocates the waters of the three Eastern 
Rivers—Ravi, Beas, and Sutlej—to India, with certain 
exceptions specified in the Treaty. The main exception 
is that during a transition period, while the works are 
being constructed in Pakistan for the replacement of 
Eastern River water, India will continue to deliver 
water to Pakistan from the Eastern Rivers in accord- 
ance with a schedule set out in an Annex to the Treaty. 
The transition period will be ten years, but may, in 
certain circumstances, be extended by a further one, 
two, or three years. 

The waters of the three Western Rivers—Indus, 
Jhelum, and Chenab—are for the use of Pakistan, 
and India undertakes to let flow for unrestricted use 
by Pakistan all the waters of these three rivers, subject 
to Treaty provisions that some of these waters may be 
used by India in areas upstream of the Pakistan border 
for the development of irrigation, electric power, and 


were 


certain other uses spelled out in detail in Annexes to 
the Treaty. 

Pakistan undertakes to construct, during the tran- 
sition period, a system of works, part of which will 
replace, from the Western Rivers, those irrigation uses 
in Pakistan which have hitherto been met from the 
Eastern Rivers. 

India is to contribute to the Indus Basin Develop- 
ment Fund about £62 million (about $174 million) 
in ten equal annual installments. 

Both countries recognize their common interest in 
the optimum development of the rivers, and declare 
their intention to cooperate by mutual agreement to 
the fullest possible extent. Meteorological and hydro- 
logical observation stations are to be established and 
the Treaty provides for a complete exchange of in- 
formation from these stations. It also provides for 
an exchange of information about proposed river works 
to enable each country to estimate the effects these 
works may have on its own situation. 

The Treaty sets up a Permanent Indus Commission 
composed of two persons, one appointed by each of 
the Governments. The Commission will have general 
responsibility for implementing the provisions of the 
Treaty and will seek to reconcile any points of dis- 
agreement that may arise. Once every five years the 
Commission will make a general tour of inspection of 
all the works on the rivers; and the Commission may, 
on the request of either Commissioner, at any time 
visit any particular work in either country. The Com- 
mission will report at least once a year to each of 
the Governments. Each Government undertakes to 
give to the Commissioner of the other Government the 
immunities and privileges extended under the Conven- 
tion on Privileges and Immunities of the United Nations. 

Where differences or disputes cannot be resolved 
by agreement between the Commissioners, the Treaty 
establishes machinery for resort to a “neutral expert” 
(who is to be a highly qualified engineer) for a final 
decision on technical questions, and for resort, in 
certain circumstances, to a Court of Arbitration. 

Nine Annexes attached to the Treaty deal with 
agricultural use by Pakistan of water from the tribu- 
taries of the Ravi River; agricultural use by India of 
water from the Western Rivers; generation of hydro- 
electric power by India on the Western Rivers; stor- 
age of water by India on the Western Rivers; questions 
that may be referred to a neutral expert; appointment 
and procedure of a Court of Arbitration; and transi- 
tional arrangements relating to the deliveries of water 
to Pakistan from the Eastern Rivers during the tran- 
sition period. 

The Treaty will come into force on the exchange 
of ratifications, which will take place in New Delhi. 

The division of waters provided for in the Treaty 
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necessitates the construction of works to transfer water 
from the three Western Rivers to meet the irrigation 
uses in Pakistan hitherto met by water from the three 
Eastern Rivers. The effect of the transfer will be 
eventually to release the whole flow of the three 
Eastern Rivers for irrigation development in India. 

The system of canals and reservoirs that will actually 
be constructed will, however, provide further substan- 
tial irrigation development, and will develop important 
hydroelectric potential, in both India and Pakistan. 
It will also make a much needed contribution io soil 
reclamation and drainage in Pakistan, and provide a 
measure of flood protection in both countries. 

The program will be the largest of its kind ever 'to 
be undertaken anywhere. The total cost of the pro- 
gram will be approximately the equivalent of $1,070 
million (or £380 million), of which approximately 
$870 million (or £310 million) will be spent on works 
in Pakistan and approximately $200 million (or 
£70 million) on works in India. 

The general scheme of works in West Pakistan 
was drawn up by an Indus Basin Advisory Board set 
up by the Government of Pakistan, which in addition 
to Pakistan irrigation engineers included representa- 
tives of U.S. and British engineering firms, and in 
consultation with the World Bank. The responsibility 
for carrying out the works rests with the Water and 
Power Development Authority of West Pakistan 
(WAPDA). The cost of the works in Pakistan will 


IBRD Bond Issues 

A Swiss france issue of bonds of the International 
Bank for Reconstruction and Development will be 
publicly offered in Switzerland on September 23 by a 
syndicate of leading Swiss banks. The banks will 
offer at par Sw F 60 million (approximately $14 
million) of 4 per cent 15-year bonds. The Union 
Bank of Switzerland, the Swiss Bank Corporation, and 
the Swiss Credit Bank head the underwriting group, 
as they did in previous public offerings of World 
Bank bonds on the Swiss market. 

The new issue, to be known as the 4 per cent 
Swiss Franc Bonds of 1960, will be dated October 15, 
1960, and will mature on October 15, 1975. The 
bonds will have no sinking fund and will be non- 
callable for 10 years. On and after October 15, 1970 
the World Bank may redeem all or part of the issue 
on any interest payment date on 45 days’ notice in 
case of partial redemption and 3 months’ notice for 
total redemption. Interest will be payable annually 
on October 15, with the first payment due on Octo- 
ber 15, 1961. The issue will be listed on the stock 
exchanges at Ziirich, Basle, Geneva, Berne, and 
Lausanne. 

This is the ninth public issue of the World Bank 


be financed out of the Indus Basin Development Fund. 


The cost of the works in India will not be financed 
from this Development Fund. The foreign exchange 
cost of the works will be met by a loan of $33 million 
from the U.S. Government and by a loan of $23 
million from the World Bank, and the rupee expen- 
diture will be borne by the Government of India. 


The Indus Basin Development Fund will be ad- 
ministered by the World Bank. As administrator, the 
Bank will be responsible under the fund agreement 
for calling up half-yearly contributions and for regu- 
lating disbursements from the fund to meet approved 
expenditures incurred by WAPDA on the works in 
Pakistan as the construction program progresses. 

An agreement has been signed for a World Bank 
loan of $90 million, of which $80 million will be 
paid into the Indus Basin Development Fund, and the 
balance of $10 million will be available to meet in- 
terest and other charges on the loan during the first 
8 years of the period of construction of the works. 
The loan is to be repaid over a period of 20 years 
beginning in 1970. Each portion of the loan as it is 
made available for disbursement will carry interest 
at the rate then in effect for long-term loans being 
made by the Bank. 

Source: International Bank for Reconstruction and De- 
velopment, Press Release, Washington, D. C., 
September 19, 1960. 


in Swiss francs. In addition, there have been three 
private placements by the Bank in Switzerland. The 
present issue will increase the aggregate of World 
Bank bond and note issues outstanding in Swiss francs 
to about Sw F 690 million (approximately $160 
million). 

The World Bank has also arranged the sale, en- 
tirely outside the United States, of a $100 million 
issue of U.S. dollar bonds. The sale was made by 
private placement with 48 institutional investors in 
29 countries. The new bonds will be known as the 
“Two Year Bonds of 1960,” and will carry interest 
of 3% per cent a year, payable semiannually, with 
the first payment due on April 1, 1961. The issue is 
dated October 1, 1960 and matures October 1, 1962. 
Keen interest was shown in the new issue and it was 
heavily oversubscribed. Purchasers included central 
banks, government special accounts, privately owned 
commercial banks, insurance companies, and corpora- 
tions. 

On completion of the current transaction and after 
allowing for retirement of $75 million of Two Year 
3% Per Cent Bonds placed outside the United States 
in September 1958, the total outstanding obligations of 
the World Bank will amount to about $2,100 million, 
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of whic yut $1,700 million is denominated in U.S. 
dollars and about $400 million in Belgian francs, 
Canadian dollars, deutsche mark, Netherlands guilders, 
sterling, and Swiss francs. More than half of the 
Bank’s outstanding debt is held by investors outside 
the United States. Included in the holdings of these 
investors, in addition to non-dollar obligations, are 
some $735 million of the dollar bonds and notes of 
the Bank, or about 43 per cent of its total U.S. dollar 
obligations. 
Sources: International Bank for Reconstruction and 
Development, Press Releases, Washing- 
ton, D. C., September 20 and 23, 1960. 


Europe 


U.K. Bank Advances 


The latest British Bankers’ Association quarterly 
analysis of bank advances in the United Kingdom 
suggests that the rate of increase in loans is slowing 
down and that this reflects a shift in emphasis from 
consumption to investment, particularly engineering. 
Loans totaled £3,516 million at the end of August, a 
rise of £59 million from May compared with an in- 
crease of £214 million in the three months to May. 
This slackening in the increase in advances reflects 
in part the pressure of the renewed credit squeeze. 
The figures of the various categories of advances in- 
dicate a cutback in finance for consumption. There 
has been a fall, in absolute terms, in loans for hire- 
purchase finance, retail trade, food, drink, and to- 
bacco, whereas overdrafts granted to the engineering 
sector of industry have increased in the three months 
to August by £47 million, to £379 million. 
builders and contractors increased by £9 million, to 
£148 million, and personal and professional overdrafts 
increased by nearly £11 million, to a new peak of 
£691 million. 


Source 


Loans to 


The Times, London, England, September 16, 
1960. 


Investment in the United Kingdom 

The upward trend in the U.K. industry’s stocks 
continued in the second quarter of 1960, when manu- 
facturers and distributors added a further 2 per cent 
to the value and volume of their stock holdings. When 
allowance is made for seasonal factors, the increase 
in manufacturers’ stocks (£90 million at 1954 prices) 
was greater than in the first quarter of 1960. Whole- 
salers’ stocks rose by £15 million at 1954 prices, 
which, seasonally adjusted, was at about the same 
rate as in the first quarter. Retail stocks rose only 
slightly and in July fell more than seasonally. Fixed 
capital expenditure by manufacturing industry is pro- 
visionally estimated to have been 18 per cent higher 
in the second quarter of 1960 than in the same period 


of 1959, with a 12 per cent increase for other in- 

dustries and services; these two groups together showed 

an increase of about 15 per cent (in volume terms 

the increase was 14 per cent). 

Source: The Financial Times, London, England, Sep- 
tember 16, 1960. 


U.K. Trade 
The Board of Trade’s seasonally adjusted figures 
of U.K. overseas trade indicate that exports rose 
from £272 million in July to £297 million in August, 
while imports on the same basis fell slightly, from 
£388 million to £385 million. Thus, taking account 
of seasonal factors and re-exports, the overseas trade 
deficit narrowed from £104 million in July to £74 
million in August. During the first eight months of 
1960, exports rose by only 642 per cent compared 
with the yearly average in 1959, but imports increased 
by 13 per cent. 
Source: The Times, London, England, September 15, 
1960. 


Danish Stabilization Loan 

A start is being made on the issue of bonds to 
about 150,000 taxpayers from whom contributions 
to a stabilization loan were levied in the tax years 
1957-58 and 1958-59. The issue has been advanced 
about two years. The taxpayers contributed about 
DKr 415 million, and this amount has been written 
up by 10 per cent so that bonds are to be issued 
to an amount of some DKr 450 million. Taxpayers 
of 65 years of age and over have already received 
bonds to an amount of about DKr 80 million. The 
bonds carry coupons for interest at 5 per cent per 
annum. 
Source: Borsen, Copenhagen, Denmark, September 3, 

1960. 


Sweden-U.5.5.R. Credit Agreement 

The Soviet Union has paid in advance the first 
redemption installment of the government loan granted 
to it by Sweden in 1946-52. The amount involved is 
SKr 36.8 million, which was not due until the end 
of 1961. The loan was drawn quarterly by the Soviet 
Union during 1946-52 against the issue of 15-year 
bonds. The original amount approved for the loan 
was SKr 1 billion, but only SKr 555 million was 
utilized (see this News Survey, Vol. V, p. 208). The 
last of the 15-year bonds mature in 1967. 
Source: Svenska Dagbladet, Stockholm, Sweden, Au- 

gust 29, 1960. 


Convertibility in Spain 

The Spanish Minister for Trade stated at the open- 
ing of the trade fair at Bilbao on August 17 that the 
issue of a decree making the peseta convertible was 
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only a question of time. Everything was prepared for 

such a step, and the Government was only waiting for 

the right moment. Spain already has an adequate 

foreign exchange reserve to justify this step. 

Source: Neue Ziircher Zeitung, Ziirich, Switzerland, 
August 20, 1960. 


Bank Credit in Spain 

Spanish banks have been authorized to grant com- 
mercial credits with a currency of up to 18 months, 
to a maximum of 20 per cent of their deposits for 
fixed periods. Previously, there was a limit of 90 days 
but credits were often renewed. Such credits also have 
been rediscountable at the Bank of Spain. The period 
of 18 months may be exceeded in special cases, with 
the approval of the national commission for medium- 
term and long-term credit. The authorities hope that 
under present circumstances, when for some time the 
economic activity in Spain has not been expanding at 
the rapid rate of previous years, these measures will 
have a stimulating effect. 
Source: Ya, Madrid, Spain, August 25, 1960. 


Economic Developments in Italy 

Stimulated by a marked expansion of domestic 
demand and high foreign demand, the output of the 
Italian economy expanded at a rapid rate in the first 
part of 1960. Expansion took place mostly in indus- 
trial production, which rose by 18 per cent over the 
corresponding period of 1959. Developments ‘in com- 
merce and services were also very favorable, but there 
was no significant increase in agricultural production 
and building construction declined by more than 
4 per cent. 

In industry, large increases were recorded for rubber, 
iron and steel, automotive and mechanical industries, 
and artificial fibers; expansion in the production of 
textiles, chemicals, and shoes was also marked. The 
production of motor vehicles increased by nearly 
100,000 units, to about 340,000 units, and steel pro- 
duction increased by 1 million tons, to 4.1 million 
tons. On the whole, gains in industrial production 
were more rapid for investment goods than for con- 
sumption goods. 

The over-all index of agricultural output rose by 
less than 2 per cent between July 1959 and July 1960. 
Gains in the animal production sector were offset by a 
sharp fall in wheat production (from an average of 
9.1 million tons in 1958 and 1959 to less than 8 mil- 
lion tons in 1960); this decline will bring about lower 
agricultural incomes and will make it necessary for 
the Government to buy some 1 million tons of wheat 
to meet domestic consumption this year. 

With the industrial boom and the expansion of 
commerce and other services, it is estimated that 
some 450,000 new jobs were created in the 12 months 


ended June 1960; the number of unemployed reg- 
istered at the Labor Exchange Offices is still quite 
high, 1.5 million. Little progress was made in reducing 
the gap in per capita income between North and 
South. Official statistics show that in recent years the 
rate of expansion in public and agricultural investment 
has been higher in the South than in the North, but 
that expansion of industrial investment has continued 
to be much more pronounced in the North. 

Rapid industrial expansion in the first part of 1960 
raised the volume of imports, especially of raw mate- 
rials, to a level 48 per cent above the corresponding 
period of 1959. The volume of exports also rose sub- 
stantially, by 36 per cent, but not as fast as imports. 
The trade deficit increased by 65 per cent, to $330 
million. On the other hand, there was a net inflow of 
$455 million from current invisibles, against one of 
$389 million in the corresponding period of 1959; the 
increase was particularly marked for tourism ($45 
million). Net inflow of capital decreased by about 
$37 million, to $78 million, mainly on account of a 
large increase in Italian investment abroad. Central 
holdings of gold and convertible currencies decreased 
by about $76 million, to $2,877 million, but the net 
foreign holdings of commercial banks rose by $200 
million. 


Sources: The Times, London, England, July 29, 1960; 
24 Ore, Milan, Italy, August 24 and 26 and 
September 3, 10, and 14, 1960; The Journal 
of Commerce, New York, N.Y., Septem- 


ber 16, 1960. 


West German Foreign Investment 
The West German Ministry of Economics estimates 


the total of foreign direct investment made from 
Western Germany from 1952 to the end of March 
1960 at DM 2.45 billion. The annual amounts in 
1957 to 1959 ranged between DM 507 million and 
DM 520 million, and the outflow in the first quarter 
of 1960 was DM 57.4 million. Direct investment in 
the heavy steel industry has totaled DM 303 million, 
in electrical engineering DM 279 million, chemical 
industry, DM 269 million, and banking institutions, 
DM 228 million. 

Of the total direct investment listed, DM 848 mil- 
lion was in Europe, including DM 302 million in the 
EEC countries and DM 425 million in members of 
EFTA. Private direct investment in France amounted 
to DM 111 million and in Switzerland to DM 286 mil- 
lion. South America received DM 610 million, includ- 
ing DM 473 million to Brazil and DM 68 million to 
Argentina; investments in Canada amounted to DM 354 
million and in the United States to DM 243 million. 
Source: Neue Ziircher Zeitung, Ziirich, Switzerland, 

August 21, 1960. 
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Far East 
The Bullion Market in India 


During 1959-60, except for occasional short-lived 
reactions, bullion prices in India ruled distinctly high, 
both gold and silver touching new all-time peaks, 
Rs 138.69 per tola for gold and Rs 231.25 per 100 
tolas for silver, on May 5, 1960. The average price 
in 1959-60 was higher than in 1958-59 by 11 per 
cent for gold and 8 per cent for silver. 

The main factor contributing to these price develop- 
ments was the considerably reduced supplies in rela- 
tion to a sustained demand. The gold market is 
denuded of supplies, as since June 1958 all domestic 
production has been acquired by the Indian Govern- 
ment, and the inflow of smuggled gold has been con- 
siderably reduced owing to the issue of special notes 
in the Persian Gulf territories, the restriction of imports 
of Indian currency notes to Rs 75 per passenger since 
December 1959, and stricter customs vigilance. The 
inflow of Tibetan coins, which has been the major 
source of silver supplies since May 1956, was reduced 
to a trickle by the political troubles in Tibet, the 
Chinese order declaring the Indian and Tibetan cur- 
rencies illegal in Tibet, and the border intrusions of 
Chinese troops into Indian territory. 

Source: Reserve Bank of India, Report on Currency 
and Finance for the Year 1959-60, Bombay, 
India, 1960. 


Thailand's Trade in 1959 

Thailand’s foreign trade was considerably greater 
in 1959 than in 1958. Exports increased by B 1,120 
million, or 17 per cent, to B 7,575 million, and im- 
ports rose by B 808 million, or 10 per cent, to B 8,842 
million. The trade deficit accordingly fell to B 1,266 
million, compared with B 1,578 million in 1958. The 
improvement in the trade balance was due mainly to 
a sharp rise in rubber exports, which increased by 
76 per cent, from B 1,327 million to B 2,336 million. 
The value of tin exports also increased, to B 434 mil- 
lion, against B 255 million in 1958, and their volume 
rose from 9,096 to 13,548 metric tons. Rice exports 
declined in both value and volume. 

Exports to Japan were greater in 1959 than in 
1958 by B 402 million, or 83 per cent. There was 
also a considerable increase in exports to the United 
States, Hong Kong, Malaya, and Singapore. Exports 
to the Netherlands, Indonesia, and the United Kingdom 
showed a marked fall. Imports from Japan were 
greater than in 1958 by 20 per cent, or B 350 million; 
there were also significant increases in imports from 
the Netherlands, the United States, the United King- 
dom, and the Federal Republic of Germany. 

There was a substantial increase in 1959 in Thai- 
land’s imports of capital goods and other materials 


to be used for the industrialization drive; these in- 
cluded chemicals, machinery, motor vehicles, and 
petroleum products. Imports of luxury goods declined 
in 1959. 


Various measures have been introduced by the Thai 
Government to improve the trade position, such as a 
reduction in the rediscount rate on export bills and the 
introduction of a bill to control the quality of export 
products. Present plans call for more trade missions 
abroad and active participation in international trade 
fairs. Tourism is also being promoted. 


Source: Far Eastern Economic Review, Hong Kong, 
August 25, 1960. 


Foreign Private Investment in China (Taiwan) 

The Industrial Development and Investment Com- 
mittee of the Ministry of Economic Affairs has reported 
that overseas Chinese and foreign investments ap- 
proved in China (Taiwan) during the first seven 
months of 1960 amounted to US$7.7 million. In July 
alone, eight investment proposals involving a capital 
of about US$2.5 million were approved. The two 
larger investments were US$880,000 by a group of 
overseas Chinese in Hong Kong for the establishment 
of a textile mill, and US$605,000 by the American 
Cyanamid International for the establishment of an 
antibiotic plant in Hsinchu in cooperation with the 
Taiwan Sugar Corporation. Total outside investments 
in the nine years 1951-59 amounted to US$52.44 mil- 
lion—$41.70 million by overseas Chinese and $10.74 
million by foreign investors, largely U.S., and mostly 
in the form of technical cooperation. 

Source: Chinese News Service, Free China Weekly, 
New York, N.Y., August 23, 1960. 


United States 


U.S. Sales of Gold 


Net gold sales by the U.S. Government amounted to 
$83.5 million during the second quarter of 1960. 
Belgium and the Netherlands each purchased about 
30 per cent of the total. Most of the remaining pur- 
chases were made by a number of countries through 
the International Monetary Fund for various payments 
to that organization, including increases in members’ 
quotas. 

U.S. gold sales in the second quarter were far below 
the $388.7 million of the corresponding period in 
1959. Since June of this year, however, sales have 
risen sharply, amounting to well over $300 million 
through the first week of September. This acceleration 
in the third quarter is explainable in part by a switch 
of U.S. funds to higher-yielding investments in Europe. 
Source: The Wall Street Journal, New York, N.Y., 

September 14, 1960. 
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Latin America 
Stabilization Measures in Paraguay 


A six-month ban upon automobile imports is reported 
to have been imposed by the Paraguayan Government 
as a measure for the protection of the stability of the 
currency. The guarani exchange rate has weakened 
slightly in recent months, and a new agreement is under- 
stood to be under discussion with the International 
Monetary Fund for strengthening the currency. 
Source: Neue Ziircher Zeitung, Ziirich, Switzerland, 

August 26, 1960. 


Other Countries 


Annual Report of the Reserve Bank of Australia 


The Annual Report of the Reserve Bank of Aus- 
tralia says that the fiscal year 1959-60 was one of 
continued prosperity for Australia. Population growth 
continued and there were significant gains in produc- 
tivity. Wages and profits rose strongly, and although 
most people enjoyed a higher material standard of 
living, rises in costs and prices were larger than for 
several years and further increases appeared to be in 
prospect. The Bank comments that another disquiet- 
ing feature of the domestic scene in 1959-60 was the 
development of a speculative atmosphere in the mar- 
kets for shares and land. 


Both consumption and investment expenditure rose 
strongly; increases were particularly marked for con- 
sumer durables and motor vehicles, with registrations 
20 per cent higher than in 1958-59. Higher con- 
struction outlays reflected the strong demand for pri- 
vate building of all kinds. The Bank remarks that 
although the present proportion of available supplies 
being used for gross capital formation, at around one 
quarter, is high in relation to prewar experience, it 
is not high in relation to Australia’s needs. It adds 
that there is still an urgent and widespread need for 
improved transport, other productive facilities, and 
for social equipment such as schools and hospitals for 
the increasing Australian population. 


Increases in expenditure in 1959-60 were met largely 
by an increase in domestic output but there was also 
an increase of £A 150 million in imports. Export 
income rose mainly as a result of the improvement in 
wool prices in mid-1959. Net capital inflow for 1959-60 
increased by £A 41 million, to £A 239 million. The 
increase in export receipts and capital inflow was al- 
most balanced by higher imports and payments for 
invisibles, resulting in a small fall in reserves of 
£A 4 million, to £A 512 million at June 1960. The 
full effect of the recent relaxations of import controls 
was not apparent by the end of fiscal 1959-60. By 
the June quarter of 1960, however, the import 


flow had increased to £A 1,020 million a year and, 
if maintained, would involve a considerable reduction 
in reserves in 1960-61. The Report adds that “in the 
longer run there are indications that the world demand 
for our main export products is not growing with our 
need for foreign exchange to pay for imports and to 
meet other commitments.” 

In relation to monetary policy, the Report says that 
it was not until the final stages of 1959-60 that a 
strong rise in bank advances became clearly evident. 
In the last three months of the financial year advances 
rose by more than £A 80 million, bringing the total 
increase for the whole year to £A 100 million. This 
made the net growth of advances over the two years 
to June 1960 about £A 70 million, a rate of just under 
4 per cent per annum. A number of factors contrib- 
uted to the higher rate of new lending and to the actual 
expansion of bank advances in 1959-60. These in- 
cluded the expanded working requirements of cus- 
tomers consequent upon the rising level of business 
activity, the financing of the greater flow of imports 
available after the relaxation of import restrictions, 
and the higher level of costs in the economy, as well 
as some carry-over from arrangements made during the 
previous period of easier credit conditions. 

Toward the end of the financial year, with activity 
at very high levels, with no evidence of any slowing 
down of the rate of new lending by banks, and with 
an increase in advances over the year now substan- 
tially larger than had been contemplated earlier, banks 
were asked to review their lending policies and achieve 
an early and significant reduction in the aggregate 
rate of new lending. As the pressure for bank loans 
had developed over a wide field, restraint over the 
general range of lending was sought. The banks were 
asked to continue to refrain from granting advances 
for the extension of hire purchase and installment sell- 
ing, and the need was emphasized to avoid providing 
finance where it would contribute to speculative 
activities. 

The Report adds that it is always difficult to assess 
the amount of bank credit needed to maintain balanced 
growth of the economy through changing conditions. 
This is particularly so during periods such as Australia 
has experienced over recent years, when there have 
been marked changes, largely associated with the 
development of new financial institutions, in the avail- 
ability and use of finance from sources outside the 
banking system. The total finance available during the 
year from bank and nonbank sources seems to have 
been greater than that necessary to ensure balanced 
growth and stability in the economy. So far as bank 
credit is concerned, regard must be had not only for 
the actual movement in bank advances but also for 
the rate of approval of new loans which, even though 
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they may not be drawn, may be facilitating a higher 
level of expenditure than the actual level of outstand- 
ing advances might indicate. Nevertheless, the grow- 
ing Opportunities for raising funds outside the banking 
system tend to limit the effectiveness of central bank 
action directed at the banking system alone. 

The Report said that the total of government debt 
outstanding in nonofficial hands increased during the 
year. The liquidity of trading banks came under heavy 
pressure during the latter part of the year, and they 
were obliged to be net sellers of securities over the 
year. The Reserve Bank purchased some £A 30 mil- 
lion of securities as a result of these circumstances. 
However, in its open market operations with the 
remainder of the economy the Bank was a substantial 
net seller of securities. 

The short-term money market established itself 
more firmly as an integral part of the Australian finan- 
cial scene in 1959-60, and its usefulness to lenders 
became even more generally accepted. Although the 
market also offers opportunities of extending some- 
what the Bank’s scope for open market operations, 
further time is needed for a firm appraisal of eventual 
possibilities in this field. 

Sources: The Financial Times, London, England, Sep- 
tember 13, 1960; Reserve Bank of Australia, 
Report and Financial Statements, 1960, 
Sydney, Australia. 


Banking Legislation in Jamaica 

The Bank of Jamaica Bill, 1960, seeks to establish 
a central bank for Jamaica, the main functions of 
which will be to administer the currency taken over 


from the Board of Commissioners of Currency, assume 
responsibility for the issue and redemption of currency 
board notes, and manage the local and foreign invest- 
ments held as backing for the note issue. 


The previously approved local investment element 
in the currency backing was approximately 30 per cent. 
The Bank of Jamaica Bill would raise this limit to 
50 per cent, so that eventually one half of the invest- 
ments held as backing for the note issue may be 
securities issued or guaranteed by the Government of 
Jamaica. The currency will be the Jamaica pound, and 
will be maintained at parity with sterling. As accord- 
ing to the Constitution the Federal Government is 
entitled to the profits of the currency issue, the Bank 
will keep separate accounts to show the amount of 
these profits, computed on a basis agreed with the 
Federal Government. It will have a general duty to 
influence the volume and conditions of supply of credit, 
and a particular duty to further the development of 
money and capital markets. For these tasks it will 
have at its disposal certain legal powers and financial 
resources, including capital of $4.8 million and the 


deposits which the commercial banks will be required 
to make as a cash reserve, amounting, on the basis 
of the banking figures at the end of 1959, to $24 mil- 
lion. It will have power to discount certain specified 
bills, to buy and sell government securities, to exer- 
cise selective controls over bank lending, to vary bank 
reserve ratios, and to fix the proportion of local assets 
to local deposits. The initial cash reserve will be 
5 per cent of total deposits. The Bank, which is to be 
both the Government's bank and a bankers’ bank, will 
eventually be able to offer clearing facilities to the 
commercial banks. 

The Banking Bill of 1960 lays down basic rules, 
which follow the accepted canons of sound banking 
practice and are to be observed by all commercial 
banks doing business in Jamaica. It provides for the 
licensing of banks and specifies the minimum capital 
required before a bank may commence business. The 
branches of large overseas banks already in business— 
Barclays Bank D.C.O. (26 branches), Bank of Nova 
Scotia (25 branches), Canadian Bank of Commerce 
(2 brariches), and Royal Bank of Canada (2 branches) 
—will be licensed automatically, and may be exempted 
from the minimum capital requirements. Power is 
taken to prescribe a minimum cash reserve and a 
minimum liquid assets ratio, and to prohibit certain 
speculative activities in combination with the conduct 
of banking business. Every bank will be required to 
supply up-to-date information on its operations to the 
Minister of Finance, and an inspector will be appointed 
to keep banking practice under review and to see that 
banks comply with the requirements of the law. 

The Banking Bill to some extent follows the pattern 
of the Canadian Bank Act, and none of the well- 
established and reputable commercial banks now doing 
business in Jamaica are expected to have any difficulty 
in complying with its requirements. 

Source: Federal Statistical Office, The West Indies: 
Financial Statistics, Port-of-Spain, Trinidad, 
W.L., July 1960. 
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